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Cricket Jackson
Office of General Counsel
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1919 M street, N.W., Room 614
Washington, D.C. 20554

Re: June 21. 1994 Meeting with the PCS Task Force

Dear Ms. Jackson:

On behalf of Telephone Electronics Corporation (TEC), I would
like to confirm our meeting with William E. Kennard, General
Counsel, and other interested members of the PCS Task Force
scheduled for 2:30 on Tuesday, June 21, 1994.

TEC is a small entrepreneurial company with its operations
centered in rural areas of this country.

The purpose of our meeting will be to discuss our concerns
that, while TEC's telephone companies are defined as small by all
of the Commission's current regulations, the commission may reach
a decision on June 29th that disqualifies TEC from all of the small
business bidding preferences for the broadband personal
communications services (PCS) auctions. TEC is aware that other
parties have proposed that eligibility for bidding on the
entrepreneur blocks be limited to companies with annual gross
revenues of less than $100 million. These parties have also asked
the Commission to limit the ability to pay for a winning bid in
installments to companies with annual gross revenues of less than
$40 million.

TEC has no objection to such a gross revenue standard, if as
with the FCC's current rules, it applies to gross revenue from only
regulated operations. However, a gross revenue standard that also
includes gross revenue from non-regulated operations would preclUde
small telephone companies that are involved in the resale of
interexchange services from participating in broadband PCS although
most of the gross revenue from such resale is used to pay access
charges to the Bell Operating Companies (BOCs)~ C~
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Another purpose of this meeting will be to discuss the need to
set aside broadband PCS Channel Blocks C and F upon which only
small businesses, rural telephone companies and businesses owned by
members of minority groups and women may bid. Bidding on these
entrepreneur blocks should be limited to designated entities with
less than $40 million D§t worth. Passive investments by non­
designated entities must be prohibited to prevent the BOCs and
other large corporations from dominating the entrepreneur block
auctions to the preclusion of small operators. In the absence of
restricted entrepreneur blocks auctions, small businesses, such as
TEC, will have no meaningful opportunity to acquire a broadband PCS
license.

During this meeting, we would also like to discuss an increase
in the $6 million net worth standard for defining a small business
for purposes of being eligible to pay for winning bids in
installments. We agree with the Commission's observation in its
Second Report and Order that the $6 million net worth standard is
not high enough for capital intensive services, such as broadband
Pcs. The threshold for defining a small business that is eligible
to pay for its winning bid in installments should be adjusted
upward to no more than a $40 million net worth for all affiliates,
combined. The $40 million net worth standard is a reasonable
extension of the $6 million net worth standard already adopted for
less capital intensive services. A gross revenue test, however,
should be rejected because it would disqualify small businesses,
such as TEC, while at the same time allowing large companies formed
for the purpose of bidding in the auctions that have no gross
revenue to take advantage of the bidding preferences designed for
only small businesses.

Please do not hesitate to call if you have any questions or
need further information.

Enclosure

cc: James Garner
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Telephone EIedroDks Corporation (TEe) med comments In this
proceedlng on Nmember 10, 1993 and reply comments on
November 30, 1993.

TEe Is a holding comPany Cor six small Independent local exchange
camers.

TEe Is also 1n'roMd In the resale of IXC services.

TEe Is a closely held entrepreneurial company whose operations are
centered In mraI America.

80% to 90% of the gross .-eftnue from these UIlJ"eIUIated
operations Is used to pay DOC access charges.
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TEC'S LOCALEXCHANGECARRIERS ARESMALL.
TELEPHONE COMPANIES AS DEFINED BY
SECTION 61.39(a) OF THE FCC'S RULES
BECAUSE:

They serve 50,000 or fewer access lines In
a gk'en study area.

TEC'S LOCALEXCHANGE CARRIERS AREBllRAL
TELEPHONE COMPANIES BECAUSE:

They serve communities with 10,000 or
fewer inhabitants.
(~47 C.F.R. § 1.2110(b)(3).)

TEe'S LOCAL EXCHANGE CARRIERS ARE CLASS
B TELEPHONE COMPANIES AS DEFINED BY
SECTION 32.11(a)(2) OF THE FCC'S RULES
BECAUSE:

They have annual remtues from r.auIilWI.
telecommunications operations of less
than $100 million.

TEe IS A SMALL BUSINESS ACCORDING TO THE
SBA'S STANDARD INDUSTRIALCLASSIFICATION
BECAUSE:

TEe and all Its afllllates combined have
fewer than 1,soo employees. - ~ 13
C.F.R. § 121.601, No. 4813.)
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SectIon 309(J) of the Communications Ad requires the dissemination of
PeS Hcenses among a wide variety of:

(a) small businesses,

(b) rural telephone companies, and

(c) businesses owned by members of minority groups and
women

The FCC cannot ensure participation by these deslpated entitles
without setting aside spectnun upon which they only may bid.

Blocks C and F should be desipated the entrepreneur blocks.

Bidding on the entrepreneur blocks should be limited to designated
entities with less than $40 mllUoR nd.!l:m1b..

Alternatively, Class B telephone companies (m.47 C.F.R. § 32.11(8)(2»
with annual reftIlues from~ telecommunications operations of
less than $100 million should be eUglble to bid on the entrepreneur
blocks.

A $100 mlHIon poss revenue standard that lndudes gross !'eftnue from
low prollt ftW'Iln IXC resale would disqualify TEe's small telephone
companies from bidding on the entrepreneur blocks.
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The FCC should prohibit passive mwstments by non-designated entitles
from being used to bid on entrepreneur blocks.

ThIs restriction will foster more partldpation by designated entitles In
broadband PeS.

Such passive Inwstments would 1Bldennlne a level playing fteld for
bidding on the entrepreneur blocks by quautled designated entities.

Des1lllated entitles should be permitted to use passive investments from
non-desllllated entitles to constmct and operate their entrepreneur
block PeS systems.
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Small telephone companies should be pennltted, IJke other smaU
businesses, to submit their winning bids In Installment IJ8YIIl'Dts.

Paragraph 271 ofthe Second Report aDd Order In PP Docket No. 93-253
concluded that the $6 mIIUon net worth standard for deIIniDI a small
business "may not be hlgh enoup to encompass those entlUes tlaat
require the benefits, but also have the llnandal wherewithal to construct
and operate the systems ••• for capital Intensive services."

The threshold tbr defining a smaU business should be adjusted ..,.....-d
to no more than a $40 million net worth for all afDliates, combined.

AItematlvely, Class B telephone aopanIes <m. 47 c.F.R. § 32.11(a)(2»
with annual. eft.ues from IX1IIItal telecommunlcatlons operatkNu of
less than $100 mIUIon should be elilfble to submit their winnlnl bids In
Installment payments.

A $100 mlIUon poss revenue standard that Includes poss revenue from
low profit .......... IXC resale ...... disqualify TEe's small telephone
companies from submitting their winning bids in Installment payDlftlts.
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A NET WOWiH STANDARD IS MOttE APPROPRIATE

Agross revenue test excludes volume Intensive small businesses with low
profit margins.

WhIle TEe's IXC reseUers generate more than $100 mlUlon In annual
gross revenues, 10% to 90% of this Is passed onto BOC's In the payment
of access charges.

A gross revenue test Is also over Inclusive:

It classifies very laJ'le companies formed
for the purPOse ofblddlnlln the auctions
as small businesses because they have no
gross revenue.
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THE ADVANTAGES OF A sa MIIllON NET WORTH TEST

The FCC can rely on SBA caselaw to apply a net worth standard.

The SBA's aMB.don niles are IDOre etrectIftIy appUed when determining
whether a smaU business satisfies a net worth test.

A $40 million net worth standard Is a reasonable extension of the $6
mUllon net worth standard already adopted for less capital Intenslft
senices.
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